Introduction
In Chapter 4 we established that growth spillover effects from Brazil, Russia, India and China (BRIC) to South Africa are also transmitted via the financial channel. We also examined whether the stock price channel amplified BRIC growth shock effects into the South African economy. However, we did not assess the stock market interconnectedness. In this chapter we assess the extent to which the South African, Brazilian and Indian equities markets are interdependent. This interconnectedness can be a source of financial contagion effects and instability. A large body of empirical studies provides evidence on the co-movement of equities markets. Furthermore, stock returns seem highly correlated with future real economic activity. We begin the discussion by showing the trends of the daily stock market prices in Figure 9 .1 (a) to (d). We present the rolling windows of correlations between the Johannesburg Stock Exchange (JSE) All-share price index (Alsi), the Bovespa stock market index and the Bombay stock market index. Figure 9 .1 shows mixed evidence. The relationships between equity markets exhibit both positive and negative correlations, although it is largely positive. The correlations also suggest a volatile relationship. We extend the analysis to disentangle the effects between stock price returns and volatility on selected macroeconomic variables. We also determine the extent to which stock price returns and volatility act as a conduit for portfolio flow shocks.
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Interdependence in Emerging Economies: The Case of Equity Markets
The multivariate VAR-EGARCH model
This section presents the modified Koutmos (1996) model to assess the interdependence or transmission of shocks across markets. We also assess the differential effects between positive and negative shocks across markets.
The mean equation
The mean equation of the multivariate VAR-EGARCH model is expressed in equation (9.1)
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RT i,t is the percentage return at time t for market i and this return is a function of own past returns and cross-market past returns, RT i,t . Equation (9.1) describes the returns in three stock markets (1 = South African All-share index, 2 = Bovespa and 3 = Bombay Sensitive) as a vector autoregression (VAR) for the conditional mean in each market. The lead-lag relationship between markets is captured by β i,j , for i ≠ j both within a country and across countries. Market j leads market i when β i,j is statistically significant.
The variance equation
The variance equation is given by Equation (9.2). The conditional variance in each market denoted by ψ
, is expressed as an exponential 
